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June 18, 2007

TO: Each Supervisor

FROM: Bruce A. Chernof, M.D. }
Director and Chief Medical;
DEPARTMENT OF HEALTH!S

FISCAL OUTLOOK UPDATE

SUBJECT:

Attached for your information is a Summary of Changes in the Department
of Health Services (DHS) Fiscal Outlook (Attachments A1-A2) since our
last report on April 17, 2007.

In the April 17, 2007 DHS Fiscal Outlock Update, the Department
committed to continue working with the Chief Administrative Office (CAO)
to present a balanced Final Change Budget Request for Fiscal Year (FY)
2007-08. This memo includes an updated fiscal outlook showing a
balanced DHS budget for FY 2007-08 (see line 22 on Attachment A1).

As for the five-year cumulative Fiscal Outlook, following the adjustments
shown on Attachments A1 and A2, including the remaining proposed
Deficit Management Plan Actions that are not included in the Final Change
Budget Request, the cumulative shortfall (line 29 on Attachment A2)
through FY 2010-11 is now estimated at $625.6 million. This is a $25.7
million improvement when compared to the previous shortfall of $651.3
million included in the April 17, 2007 Fiscal Outlook.

Pending Federal Rule Limiting Medicaid Reimbursement

The Centers for Medicare and Medicaid Services (CMS) issued a final
version of the Medicaid cost limit regulation. Because of the congressional
moratorium prohibiting implementation of the regulation that was signed by
the President, the Final Rule cannot take effect before May 25, 2008.

CMS states in the preamble that California’s 1115 Waiver (Medi-Cal
Redesign) is largely consistent with the policies addressed in the
provisions of the regulation therefore, it is unlikely that the first 5 years (FY
2005-06 through FY 2009-10) would be adversely affected by the
regulation. CMS does not, however provide any assurances as to whether
we will be able to retain full funding in any waiver renewal.
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Action

Estimated Cumulative Funding Shortfall $ (651.3) $ (625.8) $ 257
Through Fiscal Year 2010-2011*

Pending Federal Rule Limiting (821.0) (228.0) 593.0
Medicaid Reimbursements

Adjusted Cumulative Shortfall $(1,472.3) $ (853.6) $ 618.7

*  $in millions

**  See line (29) on Attachment A2

Managed Care Rate Supplement

The Managed Care Rate Supplement is still pending Federal approval. CMS has sent
two sets of questions based on its review of the proposed Managed Care Rate
Supplement. The first set of questions has been forwarded to the California Department
of Health Services (CDHS). The second set will be finalized next week and then
forwarded to CDHS. If the Managed Care Rate Supplement is not granted, the
Department’s financial position will worsen by the Federal component of the proposal,
which is $160.7 million in FY 2007-08 ($71.5 million for FY 2006-07 and $89.2 million
for FY 2007-08).

Mental Health Services

DHS and DMH have been working together to reach a mutual resolution for the
provision of psychiatric services to the residents of Los Angeles County. To date, both
Departments have agreed in concept to the following psychiatric service program
change:

LAC+USC Psychiatric Outpatient Clinic — Effective September 1, 2007,
LAC+USC will transfer the operation of the psychiatric outpatient clinic to DMH.
DMH will retain approximately $1.3 million of the Interagency Agreement funds to
operate the outpatient program. The DHS savings for FY 2007-08 is expected to
be $1.0 million for ten months. Estimated annual DHS savings is approximately
$1.2 M.

DHS and DMH are continuing to discuss the psychiatric emergency rooms,
inpatient services, and urgent care centers.

Other ltems Not Included in the DHS Fiscal Outlook

There are various healthcare proposals being considered in the California Legislature
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that could have a material impact on the Department's Fiscal Outlook in the future, but
not enough details are known to forecast the impact to the Department at this time. The
Department is participating in and monitoring the developments of these proposals.

Please let me know if you have any questions or desire further information.

BAC:aw

Fiscal Qutlook 6-15-07

609:005
Attachments
c. Chief Executive Officer

County Counsel
Executive Officer, Board of Supervisors
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